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THE DISTRIBUTION OF MONEY BETWEEN THE 
BANKS AND THE PEOPLE SINCE 1893. 

Since the repeal of the Sherman Silver Purchase Act 
in October, 1893, gold and bank-notes have been the only 
elements in the money of the United States susceptible 
of important change either of increase or decrease. The 
greenbacks have remained fixed at $346,700,000 since 
1878, and the various silver issues have slowly increased 
through the coinage of the bullion purchased under the 
act of 1890. l Bank-notes, though the possibility of both 
contraction and expansion has been always present, have 
not responded to varying demands for money. Through- 
out the ten years they have tended upward, at first slowly 
in response to somewhat lower prices for government 
bonds, and more rapidly immediately after the passage 
of the Currency Act of 1900, which rendered their issue 
slightly more profitable, but in no way changed their es- 
sential character. In general, and particularly on the 
side of contraction, it may be said that our present sys- 
tem of bank-note issue is closely analogous to an issue 
of government paper, and that the situation would not 
be greatly changed if in place of the notes an equivalent 
quantity of greenbacks were to be issued by the govern- 
ment. Gold, then, is the only element in our monetary 
system which is subject to increase and decrease through 
the play of general economic forces; and the adjustment 
of the volume of money in the country to varying re- 
quirements is almost entirely dependent upon changes 
in the amount of gold. 

The ten years since 1893 present two strongly marked 

i This increase has been between 25 and 30 million dollars, or, if we include 
subsidiary coins, between 50 and 60 millions. 
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periods in general economic conditions, and consequently 
in our monetary experience. Business depression fol- 
lowing the crisis of 1893 characterized the four years to 
the summer of 1897, and marvellously rapid expansion 
and activity the succeeding years. During the years of 
depression our currency was unquestionably redundant, 
and the amount in circulation was somewhat reduced, 
though with great difficulty; while during the second 
period it increased with unprecedented rapidity, and was 
readily absorbed. 

The volume of money in the country was tempora- 
rily increased, as a direct consequence of the crisis of 1893, 
through gold imports and by the issue of bank-notes to 
meet the demand for money for every-day use, the dearth 
of which during the weeks of panic was pronounced and 
wide-spread. At the close of the period of panic the gold 
movement was immediately reversed, and for the three 
years ending with June, 1896, net gold exports amounted 
to $113,000,000. The actual amount of gold in the coun- 
try, however, was diminished by only 30 millions, the 
difference being offset by domestic production. The loss 
by exports would doubtless have been greater but for 
the special efforts which were made to check the drain 
in order to protect our stock of gold, which was all too 
small to support the other kinds of money in the country. 
During the same years increased issues of bank-notes 
and of silver almost equalled the loss of 30 millions in 
gold, so that the total volume of money in 1896 was but 
3 millions less than in 1894. The actual amount of money 
in circulation, however, was at length reduced by the 
successive bond sales made to protect the Treasury gold 
reserve; and its volume in July, 1896, was 154 millions 
less than in 1894, Treasury holdings having increased by 
151 millions. The experience of these years showed with 
absolute defmiteness that our stock of gold was insuffi- 
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cient, and that our monetary system was fundamentally 
unsound, because normal contraction could take place 
only by weakening the gold foundation of the entire 
monetary structure. 

The difficulties of the monetary situation disappeared 
after the summer of 1896, — somewhat earlier than the 
revival of business activity. As has not seldom happened 
in our economic history, our exports suddenly expanded 
in consequence of increased European demand for our 
agricultural products, and in the year 1896-97 we received 
net gold imports of 44 millions. In the following year the 
European demand was even more pronounced; and boun- 
tiful crops, sold at high prices, gave the necessary impulse 
to a general revival of business activity. Each year since 
net gold imports began has shown an enlarged volume 
of money in the United States; and for three years — 
to 1899 — the increase was almost entirely in gold. Net 
gold imports of 161 millions, together with our own pro- 
duction, raised our stock of gold by 364 millions, while 
changes in other kinds of money brought an increase 
of some 30 millions. 

In the year 1899-00 the gold movement was reversed, 
net exports of about 3 millions taking place. During the 
following three years gold exports and imports very nearly 
balanced, the result of the four years taken together 
showing a net loss of about 10 millions. During these four 
years, (1899-1903) however, a further increase of 494 
millions had taken place in the volume of money in the 
country, though the proportion of gold increase was much 
smaller than in the three years from 1896. We retained 
practically all of our own domestic production of gold, and 
this, after making allowance for the estimated quantity 
absorbed in the arts, 1 gave a balance of 285 millions for 

JThe government estimate of the gold entering into circulation is prob- 
ably too high, but is not a seriously disturbing factor in comparisons over short 
periods of time. 
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monetary purposes. Nearly the entire remainder (172 
millions out of 209 millions) was the result of additional 
issues of bank-notes. The following table shows (in mill- 
ions of dollars) the growth of different kinds of money 
between 1896 and 1903, and indicates the enormous im- 
provement which has taken place: — 





Gold. 


Silver. 


U.S. 
Notes. 


Bank- 
notes. 


July 1, 1896 

July 1, 1903 


599.6 

1,248.7 


627.7 
675.6 


346.7 
346.7 


226. 
413.7 



In 1896 gold formed but one-third of our total stock 
of money, while in 1893 it was very nearly four-ninths. 
Whatever the defects of our system, — and they were 
certainly serious enough during the period of contrac- 
tion, — it may be regarded as fortunate that in the fol- 
lowing years the increase of money in this country was 
hardly possible except through the addition of gold. 
In 1896 the amount of gold in the country formed but 
a slender basis for the rest of our currency. At present 
the greatly increased stock of gold, coupled with the larger 
population, which absorbs at all times a larger quantity 
of our fiduciary issues, places our monetary system upon 
a secure basis, and renders much more safe any modifi- 
cation of our banking law designed to give greater free- 
dom of issue. Such freedom during the last seven years, 
had it resulted in a large increase in the volume of bank- 
notes, would have tended, at least in a measure, to have 
checked the accumulation of gold. 

Even more striking than the improvement in the gen- 
eral character of our currency is its unprecedented in- 
crease in volume. In 1896 the total amount of money 
in the country was $1,800,000,000. In 1903 it had in- 
creased by nearly 50 per cent.,— to $2,684,000,000. The 
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per capita amount of money in circulation — i.e., outside 
the Treasury— in 1896 was $21.10; and in 1903 it was 
$29.42. This enormous increase is certainly unprece- 
dented in our history, and the mode of its absorption pre- 
sents a number of interesting problems. 

In any analysis of the actual distribution of the money 
of the country the most obvious point of departure is 
to distinguish the money in the hands of the people from 
the money in the banks. The functions of the two are 
quite distinct; and their relations, if any exist, certainly 
do not lie upon the surface. In the reports of the Comp- 
troller of the Currency an estimate is made of the total 
amount of money in all the banks of the country. For 
the national banks this is an amount which is definitely 
known. For the other banks it is largely an estimate 
which may be wide of the mark. As an indication, how- 
ever, of changes from year to year the figures are suffi- 
ciently accurate to warrant their use. 

The following table shows, in millions of dollars, the 
total amount of money in circulation (i.e., outside the 
Treasury), the amount in the banks, 1 and in the hands 2 
of the people on June 30 of each year: — 





Money in 
Circulation. 


Money in the Banks. 


Mone 
the 


y outside 
Banks. 








Gain or Loss. 




Gain or Loss. 


1893 


1,596 


515 




1,080 




1894 


1,660 


688 


+ $173 


971 


-$109 


1895 


1,601 


631 


- 57 


970 


- 1 


1896 


1,506 


531 


- 100 


974 


+ 3 


1897 


1,640 


628 


+ 97 


1,012 


+ 38 


1898 


1,837 


687 


+ .59 


1,150 


+ 138 


1899 


1,904 


723 


+ 36 


1,180 


+ 30 


1900 


2,055 


749 


+ 26 


1,305 


+ 125 


1901 


2,175 


794 


+ 45 


1,380 


+ 75 


1902 


2,249 


837 


+ 43 


1,411 


+ 31 


1903 


2,367 


848 


+ 11 


1,519 


+ 108 



1 Statistical Abstract of the United States, 1903, p. 31. 

2 Comptroller's Report. 1903, p. 39. 
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Taking first the period of contraction, comparison shows 
for the year immediately following the crisis a smaller 
amount in the hands of the people and increased holdings 
by the banks, while in the two following years the amount 
of money outside the banks was almost stationary, and 
reserves were considerably reduced. During the first 
year of increased volume of money, 1896-97, 97 millions 
out of 134 millions went into the banks. The suc- 
ceeding year showed another large gain (59 millions) 
on the part of the banks, followed by four years 
of much smaller gains, and in 1902-03 the quite in- 
significant amount of 11 millions. On the other hand, 
the first large increase of money in the hands of 
the people came a year later than that of the 
banks, and for the whole period the banks made the 
greater relative gain. Further analysis, however, shows 
that the amount received by the banks has been 
comparatively small since 1899, — 124 out of 464 mill- 
ions, — and that, although widely fluctuating from year 
to year, the amount absorbed by the people, if we take 
two-year periods, has been uniformly large. 1 Notwith- 
standing the continuous increase of our stock of money 
from year to year, the demand for its use outside the 
banks has been so great as to leave a distinctly decreas- 
ing proportion to be added to bank reserves. This ten- 
dency is far more strikingly shown, if we take the figures 
of the cash reserves of the national banks. Cash re- 
serves of the national banks in millions of dollars on 
dates nearest July 1 of each year were as follows : — 

1 The estimated per capita amount of money outside the banks since 1893 
is as follows: — 

1893 $16.14 1899 $15.51 

1894 14.21 1900 17.11 

1895 13.89 1901 17.75 

1896 13.65 1902 17.90 

1897 13.87 1903 18.88 

1898 15.43 

Comptroller's Report, 1903, p. 39. 
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1893 289 1899 492 

1894 439 1900 502 

1895 383 1901 541 

1896 344 1902 570 

1897 413 1903 552 

1898 471 



Thus a gain of 127 millions in the two years 1S96-98 
was followed by a gain of but 99 millions in the four suc- 
ceeding years and an actual loss of reserve in the year 
1902-03. From every point of view our figures indicate 
the capacity of the people to absorb a larger and larger 
amount of money in each year of business activity since 
1897. 

This increase in the amount of money in the hands of 
the people was closely paralleled by an increase of the 
purchasing medium based upon credit in the form of checks. 
The gain in cash reserves of 1896-97 was not accompa- 
nied with advancing loans, and, as has been seen, there 
was no appreciable gain in the amount of money in every- 
day use. Then, as always, loan expansion was depend- 
ent not only upon the ability and willingness of the banks 
to lend, but also upon the presence of conditions which 
give promise of profitable returns upon the investment 
of capital. Since 1893 the banks had generally found 
themselves possessed of a larger reserve than was usual 
with them, yet were unable to increase their loans to 
a public which amid the prevailing depression could see 
no probability of gain from business ventures. The in- 
creased cash holdings of 1896-97, therefore, simply paved 
the way for rapid expansion of credit when at length, in 
the autumn of 1897, business activity was renewed. 

The growth of banking credit, and of the purchasing 
medium to which it gives rise, may be studied from the 
movement of deposits, of loans, or from the statistics 
of bank clearings. Of the three, deposits would seem 
to be the least significant. Aside from notes, deposits 
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represent the demand obligations of the banks; and it is 
probable that the bulk of them are due to credit advances. 
A considerable portion, however, arises from money 
actually paid into the banks; and the growth of deposits 
due to this cause represents no increase of credit. This 
is particularly the case with total deposits, a considera- 
ble part of which is due to banking reserves deposited with 
other banks. Individual deposits are more satisfactory, 
but are an uncertain guide because of the large amounts 
of idle funds which at time accumulate seeking investment. 
Loans are a much better indication of the movement of 
credit, because they are almost invariably secured for 
immediate use. If, however, the borrower draws out the 
proceeds of his loan in actual money, no increase of credit 
as a purchasing medium takes place, although in this 
country, where the use of checks is widely diffused, 
this is a factor which may be neglected, at least in the 
comparison of changes from year to year. In clearing- 
house statistics we have an even better indication of the 
fluctuations in the use of credit, and of variations in the 
check form of the purchasing medium. The rapidity 
of the circulation of money defies analysis altogether; 
•but, for what may be called the rapidity of circulation 
of deposits, clearings provide an approximate measure. 
There are at present in the neighborhood of one hundred 
clearing houses in the United States, and they are found 
in sufficient numbers in all parts of the country to give the 
totals of their clearings a fairly representative character. 

The following table shows the amount of loans and of 
deposits of the national banks (in millions of dollars) on 
the date of the Comptroller's returns nearest the 1st of 
July of each year, and annual returns of clearings (in 
billions of dollars) to September 30 of all the clearing 
houses of the country, omitting New York: 1 — 

1 Stock exchange operations form so large a part of the clearings of New 

York City, and lead to such wide fluctuations from year to year, that it seems 
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1896 
1897 
1898 
1899 
1900 
1901 
1902 
1903 



Individual 
Deposits. 



1,668 
1,770 
2,023 
2,522 
2,458 
2,941 
3,098 
3,168 



Loans. 



1,971 
1,977 
2,163 
2,492 
2,623 
2,956 
3,221 
3,415 



Clearings. 1 



22. 

22.8 

26.1 

31.5 

32.6 

37.8 

41.2 

43.2 



Each column of figures gives similar results, all indi- 
cating an enormous expansion of credit and of the pur- 
chasing medium in the form of checks, — an increase dis- 
tinctly greater than that of the money in hand-to-hand 
use. Detailed analysis of these figures from year to year 
is not necessary for our purpose, since their movement is 
in the same direction throughout the period. Measured 
by loans and clearings, the expansion of credit since 1897 
has been continuous and remarkably steady year by 
year. The movement of deposits has been less regular; 
but, taking the period as a whole, it has not been greatly 
different. The parallel growth of checks and of money 
in every-day use is certainly striking, and suggests that 
an increase of the purchasing medium in one form can- 
not go far without an increase in the other. That this 
is most probably the case will be seen from an examina- 
tion of the functions of the check contrasted with those 
of money in every-day use. 

When in 1897 business activity was renewed and loans 
began to expand, in the vast majority of instances the 

best to omit them altogether, although it may be noted, in passing, that they 
are considerably larger than those of all the other clearing houses of the 
country. 

i Some small part of the increase in clearings is due to the formation of 
new clearing houses since 1896; but such additions are not sufficient to seri- 
ously affect the totals from year to year, or to make a difference of more than 
rive hundred millions for the entire period. Comptroller's Report, 1903, pp. 
365-67. 
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increased payments which followed were made by checks 
to persons, who in turn deposited them in their banks. 
Though a particular bank might lose cash, the amount of 
money in all the banks would remain unchanged. It 
is only when a check is received by a person who has no 
account with a bank, or when payments are to be made 
for which checks are not serviceable, that money is usu- 
ally drawn out; and, even in such cases, after a time the 
money, being paid to others, will flow back to the banks 1 
unless there are active forces at work tending to create 
a larger demand for money to be used constantly for 
hand-to-hand payments or to be retained in the pockets 
of the non-check-using members of the community. 
Most certainly the immediate and direct influence of in- 
creased loans cannot be said to affect that demand. In- 
directly, however, the creation of loans will be found to 
have a strong influence in that direction. 

The conditions which favor loan expansion — active 
and prosperous business conditions — also tend directly 
to increase the amount of money required for hand-to- 
hand purposes. During a period of economic activity, 
employment is more general and regular ; and, even though 
the rate of wages is at first unchanged, a larger total goes 
to the non-check-using classes in the community. A 
greater amount of purchasing power is at their disposal; 
and that necessitates the withdrawal of a larger amount 
of money from the banks, either in the form of bank- 
notes or of the various kinds of money which can be 
counted as bank reserve. As prosperity is diffused, 
numbers of people enter the check-using class, and in 
so far reduce the demand for actual cash ; but they do not 
appreciably retard the absorption of an increased amount 
of money by the people. Moreover, the continuance of 
a period of prosperity increases the demand for money 

iThe temporary movement of money to the South and West for crop- 
moving purposes is a familiar illustration of this tendency. 
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in another way, since after a prolonged period of steady 
employment multitudes of people, who seldom had money 
in their pockets for more than a few hours or days after 
receiving their weekly wages, now have money enough 
to last through the week, and have at all times a larger 
amount in their pockets or at their homes. 

Up to this point we have noted influences at work 
during a period of active business tending of themselves 
to absorb increased amounts of money, quite regardless 
of changes in the level of prices or of wages. The pur- 
chasing medium at such times, however, invariably ex- 
pands more rapidly than the exchanges of commodities, 
and prices advance. In the first instance the advance is 
chiefly in wholesale prices, and is directly owing to the 
increase of bank loans and of the purchasing medium 
in the form of checks. The transformation from depres- 
sion to business activity is, as a rule, strikingly rapid, 
even though the conditions which make the change pos- 
sible are the growth of months and years. Some favor- 
able circumstance gives rise to a more hopeful spirit, 
the wheels of production are quickened, and the growing 
demand for accommodation at the banks is reflected 
in a steadily increasing volume of loans. Both wholesale 
and retail prices move upward, but the advance of the 
former is at first more general and rapid. Profitable sales 
of commodities which are advancing in price further 
quicker production, and the gains at first go chiefly to 
those classes in the community which use checks for 
almost every purpose and whose increased purchases 
even for personal use would not lead to the with- 
drawal of money from the banks. Even the rise of 
retail prices does not seem of itself to require the use of 
greatly increased amounts of money for hand-to-hand 
purposes. It is not probable, however, that the rise of 
either wholesale or of retail prices could be maintained 
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if the purchasing power at the disposal of the people 
who do not use checks remained unchanged. 1 Any con- 
siderable advance of prices is certain to lead to higher 
wages and salaries, though the movement is far more slow 
and irregular. It is owing to this close relationship be- 
tween prices and money incomes that the increase of bank 
loans causes greater absorption of money by the people. 
When purchasing medium in the form of checks brings 
about a general rise of prices, the advance in wages and 
salaries which follows creates in turn greater requirements 
for purchasing medium in the form which will pass read- 
ily from hand to hand. 

During the period under review this sequence of causes 
and effects can be readily seen. The added amount of 
money in 1896 and 1897, which went almost entirely into 
the banks, did not lead to higher prices. In fact, prices 
moved downward until the summer of 1897; while during 
the three following years of rapidly expanding loans the 
index numbers of Dun's Review and of the Department 
of Labor show an advance of prices amounting to 20 or 
25 per cent. 

We may conclude, therefore, that during a period of 
economic activity there are two influences at work tend- 
ing to increase the demand for money outside the banks. 
More general and regular employment exerts an imme- 
diate and continued influence, while the expansion of 
credit indirectly and somewhat later in time tends in the 
same direction. 

Under our present monetary system this demand for 
money for every-day purposes exerts a powerful though 
unnoticed influence upon the banks, tending to check 
the expansion of credit. When this demand is not met 

1 The adjustment of production of particular commodities to diminished 
consumption of a large part of the population could hardly be made without 
enormous friction, and would almost certainly check the activity of business 
and the advance of prices. 
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by the issue of notes, money is taken which would other- 
wise be serviceable for purposes of reserve, — gold, silver, 
or greenbacks. During the last seven years the issue of 
notes has fallen far short of the amount absorbed by the 
people, having furnished but $187,000,000, out of a total 
of $544,000,000. Had our system permitted the issue 
of notes as freely as the extension of credit in the form 
of deposits, a much larger part of this total would un- 
questionably have been supplied by the banks, and they 
would have then retained a larger amount of money 
in their own vaults to serve as a reserve for a further 
volume of credit. This added ability to lend may be 
illustrated simply, if we assume a bank to have $10,000 
beyond the amount of cash which its deposit liabilities 
require as reserve. If a loan is then made of $10,000, 
and the proceeds are at once drawn out, no further ex- 
pansion is possible. If, however, notes issued under the 
same reserve requirements as deposits were paid out, 
a further extension of credit, in the form of either notes 
or deposits, would still be possible, the exact amount 
depending upon whether it were a county bank or a bank 
in a reserve city. It is reasonably certain that, if reserves 
had been larger during the last few years, loans would 
have reached a higher level with a corresponding increase 
of the purchasing medium in the form of checks. Prices 
would have advanced still further, and a larger amount 
of money would have been absorbed by the people, thus 
giving occasion for a further issue of notes. The ex- 
pansion of credit might have continued unchecked until 
advancing prices and increasing speculation brought about 
an unfavorable balance of foreign payments of such 
magnitude as to deplete reserves seriously through gold 
exports, and to lead to sudden contraction and general 
liquidation. Under our present system of bank-note issue 
the absorption of money for domestic purposes exerts an 
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influence upon the expansion of credit closely analogous to 
that of gold exports, but it is an influence which begins 
to act somewhat earlier. It is also more widely diffused 
among the banks, since gold exports are, as a rule, a direct 
drain only upon the New York banks. 

A number of reasons may be given which tend to show 
that this restraining influence is advantageous both to 
the banks and to the community as a whole. During the 
last decade the resort to temporary foreign loans has been 
of frequent occurrence and upon a scale almost unprece- 
dented in our previous history. Loans of this character 
may serve to postpone gold exports at a time when they 
might be an altogether desirable check upon the expan- 
sion of credit and the further rise of prices. The respite 
thus secured may be used to overcome the difficulties of 
a dangerous situation, but we must recognize the possi- 
bility that it may simply serve to continue and render 
more serious a speculative movement. 

In the second place, it should be remembered that a 
comparatively small addition to the amount of money 
in the banks serves as a foundation for a very considerable 
increase of credit. The ratio of money reserve to deposits 
of the national banks has fluctuated since 1897 between 
13 and 19 per cent., and on this basis an addition of $1,000,- 
000 to the money holdings of the banks would make pos- 
sible an increase of from five to eight millions in deposit 
liabilities. In a country where deposit banking is highly 
developed, restrictions upon the issue of notes do not 
seem to prevent the expansion of credit with as great 
rapidity as is in keeping with permanent and healthy 
growth. 

Finally, a temporary danger of much importance which 
might follow the removal of restrictions upon the issue 
of bank-notes deserves careful attention. It would be 
possible for the banks to substitute gradually their notes 
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for other kinds of money now in the hands of the people, 
thus steadily increasing their reserves. While this proc- 
ess was going on, the banks would be free from the restrain- 
ing fear of the diminution of their reserves, even though 
gold exports might assume large proportions. Ulti- 
mately, a larger amount of notes would be in circulation, 
a larger part of the greenbacks would be lodged in the 
banks, and a smaller amount of gold would be retained in 
the country. These results of themselves cannot be 
regarded as satisfactory, and they might be accompanied 
by dangerously rapid expansion of credit. It should 
be said in conclusion, however, that, if measures were 
taken for the gradual retirement of the greenbacks, the 
consequences of greater freedom of note issue which have 
just been outlined, would be almost, if not entirely, 
avoided. 1 

Considerations of this nature may be easily pressed too 
far, and in this connection it is fitting to recall the words 
of a master of banking and monetary principles: "The 
modern world does not discard any great agency merely 
because its use is attended by danger. To secure a bal- 
ance of gain by minimizing the risks, always recogniz- 
ing their existence and their deplorable character, has 
been the aim of most commercial communities in dealing 
with banking during at least four generations." 2 Our 
present system has its own defects and dangers, and it 
is not too much to say that they cannot be overcome until 
the system is so modified that the quantity of money in 
the country will increase and decrease with varying busi- 
ness conditions. This result can be secured only by the 
retirement of the greenbacks and greater freedom of note 
istue. Inelasticity on the side of contraction is a funda- 

1 The requirements of the people for bills of small denominations absorb 
a large part of the silver issues; and, if bank-notes were restricted to de- 
nominations of $10 and upwards, the entire amount would be absorbed for 
that purpose. 

2 Dunbar, Chapters in Banking, p. 6. 
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mental defect, which removes from the banks individ- 
ually and as a whole some of the consequences of their 
operations for which they should be immediately respon- 
sible. On the other hand, the dangers which might fol- 
low from a more elastic system are by no means inevi- 
table, and could be avoided under wise and prudent man- 
agement. They are dangers which, if clearly understood, 
can be guarded against, but are not of a character to pre- 
clude a thoroughgoing modification of our existing law. 

0. M. W. Sprague. 



